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This article is the eighth in a year-long series about economics and holidays.
The New Year begins rather arbitrarily on January 1st, about 10 days after the winter solstice
marks the beginning of longer days and shorter nights. There’s nothing particular about this date
that makes it a marker for starting over. There are lots of other new years we could have chosen
as a time to begin again. For economists, the new fiscal year starts July 1st for most states and
October 1st for the federal government. For students and teachers, the new year starts sometime
in August or September, earlier in the south, later in much of the rest of the country. The
Christian calendar begins with the first Sunday in Advent, approximately four weeks before
Christmas. Celtic pagans and Jews both begin their year in the fall as we approach the winter
months rather than after the winter solstice when we begin to see the signs of renewal. On the
old calendar, the new year came on what is now April 1st, ripe with evidence of spring. Those
who continued to celebrate the new year according to the old calendar were called April fools.
The month of January is named for the Roman god Janus, who marked doorways with one face
looking outward and one inward, or perhaps one at the past and one at the future. That’s what
we do on New Year’s Day—look back at the year just past and forward to the new year. In some
celebrations of the new year, the regrets and failures and disappointments of the year just past are
bid farewell as we embark on a new beginning. The past can be attached to slips of paper or pine
cones and cast into a fireplace or bonfire if you want to make a ritual of this passage.
Unfortunately, the baggage of 2009 cannot be cast as easily aside. We carry forward high rates
of unemployment, two wars, and a mountain of debt. Personal debt for cars and student loans
and credit card purchases. Mortgage debt. Federal debt. How do we, as individuals, and a
society, begin to work through a mountain of debt while still rebuilding an economy that depends
on consumer and government spending to create jobs and income?
Although this question has a particular intensity at the start of 2010, it has been building for a
very long time. There is an inherent inconsistency between the desire to create jobs and income
and the need to control the growth of public debt. When the government tries to stimulate
spending by building roads and bridges or giving tax credits for job creation, the immediate
effect is more borrowing and more debt. But if we fail to grow the economy by stimulating
economic activity, the government will receive less income from sales and income taxes and
have to spend more on food stamps, unemployment compensation and other transfers to the poor
and unemployed. So there is an element of truth to a spending version of supply side economics,
that spending more (by borrowing) generates economic activity that will in turn generate more

revenue and less spending pressure. Unfortunately, this reverse supply side economics suffers
from the same flaw as the tax-cut version made popular in the 1980s. The reduced spending on
transfers and the increased tax revenue is never enough to make up for the deficit spending that
stimulated economic activity.
It took the U.S. economy a very long time to accumulate $12 trillion in debt. It will take an
equally long time to work it down to a level more in line with the historic ratio of debt to Gross
Domestic Product (GDP). In the early 1980s, the national debt was only about 35% of GDP.
Today, it is more than 70%, and more of it is held by foreign countries, especially China. Once
the economy is back on track, it will be time for higher taxes, reduced discretionary spending
(hopefully including reduced defense spending), and a longer time perspective. The same is true
of household debt. It took households a very long time to get to their current high level of debt,
and it will take some time to work it off.
No new year is a complete new beginning. We are where we are because of choices made in the
past, and the effect of those choices limits our options in the present and the immediate future.
Economists call this a path-dependent state—we are where we are because we’ve been where
we’ve been, and that narrows our choices on the path or paths ahead. We are in the health
insurance fix we are in because of choices made almost 60 years ago about favoring employerprovided insurance during World War II. We are one of the few countries not to have a valueadded tax as a major revenue source because of decisions made by state governments to rely on
the retail sales tax in the 1930s and the 1950s that precluded a national consumption tax. But
even in that path-dependent state, we still have choices, not to start over from scratch but to start
from where we are in a better direction, as individuals and as a nation.
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